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ITEM 16
REPORT OF SPECIAL COMMITTEE TO STUDY PROPOSALS
TO RESTRUCTURE THE PROFESSION

THE CHARGE

The special committee was appointed in the Fall
of 1975 by the Chairman of the Board following discussion

at Council of the Institute of a proposal by Eli Mason to

restructure the profession*, which proposal had been
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previously mailed to Council members.

It was the sense

of that discussion that a committee should be appointed
to evaluate the Mason proposal, and other forms of
restructure that might benefit the profession and the

public.

The committee was requested to render its report

in time for the July, 1976 meeting of the Institute’s

Board of Directors.
SUMMARY OF CONCLUSIONS
The committee first identified objectives which

could be dealt with through a restructuring of the profes

sion, and then identified the type of restructure which
might be most effective in achieving the objectives.
Restructure can be accomplished in one of two

ways:

through federal legislation, as proposed by Mr.

Mason, in which the entire licensing and regulatory

structure is reordered, and through restructure within

* "A Proposal for Restructuring Our Profession," Eli Mason,
New York CPA Journal, July, 1975.
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the profession through realignment of the existing structure.

For reasons that will be explained later, the committee
concluded that legislative reordering at the initiative
of the profession is not desirable at this time.
The committee identified as a major problem of

the profession the fact that licensing, professional society

membership and regulation are on an individual basis while

the practice of public accountancy is carried on largely
by firms.

Similarly, the standards of the profession,

both ethical and technical, contemplate adherence by an

individual CPA when, in fact, standards also relate to
the practice unit serving the public, whether individual
practitioner or multi-national firm.

Finally, the committee has concluded that in the
profession’s efforts to promote high standards of accounting
and auditing, the standards setting process may have lost
sight of the fact that the profession serves a large and
varied segment of the national economy — from the largest

business entities in the world to entrepreneurships having
relatively simple accounting needs.

Yet, it is expected

that the application of professional standards of auditing,

reporting and disclosure will apply with differences in
degree rather than in kind to clients of all sizes, regard

less of their individual and often dissimilar needs.
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Therefore, the committee recommends that the

structure of the profession recognize that accountancy
as perceived by the public is practiced largely by firms,
not solely by individuals; and that both the standards

developed for practice by those firms and the services
provided to them by the Institute should recognize the

varying needs of different types and sizes of clients and

firms.

We propose that within the Institute structure

provision be made for the affiliation of firms who would

be expected to meet established standards for affiliation

and who would have the advantage of programs specifically
designed for their needs.
OBJECTIVES
The committee identified a number of objectives,

some of which could be achieved by voluntary restructuring
of the profession, while others would require legislative
action.

In the first category were:
•

Recognition of differing needs of

different segments of the profession,
and of their clients.

•

Improvement in the quality of work

performed by the profession and
relating it as closely as possible

to needs of clients and users.
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Enhancement of the public’s view of

the profession’s independence.
•

More uniform enforcement procedures
and disciplinary action.

Objectives that would require legislative enactment

would include:

•

Reduction in present multiplicity

of regulation and standards setting
by governmental agencies.

•

Relief from existing unlimited
professional liability.

•

Appeal to a court or super-agency

for relief from an existing
technical standard in specific

cases.
There are other objectives which might be tied into

a legislative effort but which, in our opinion, would not,
of themselves, warrant restructuring, such as:

•

A national CPA certificate.

•

Consistency in requirements for

certification.

•

Ability to engage freely in

practice regardless of state
boundaries.
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•

Licensing and regulation of all
non-CPA practitioners.

•

Reduction in unnecessary duplication

of effort between national and state
professional bodies.

With these objectives in mind, the committee then evaluated
the two available routes by which some or all of these goals

might be achieved:

restructure through legislation and

voluntary internal restructure without legislation.
RESTRUCTURE THROUGH LEGISLATION
The business community in general and the profes
sion, because of its services for the business community,

are presently subject to greater scrutiny and challenge
than ever.

The challenge to whether the profession is

meeting public expectations is well known and is being
addressed.

Some members of the profession have proposed

restructuring through a national CPA certificate, or through
a pervasive reorganization as suggested in the Mason proposal.

Some critics outside the profession see such self-regulation

as benevolent and are suggesting a reordering and regulation
of the profession, not by itself, but by interested outsiders.
The latter group calls for legislation that would both
strengthen the auditor’s hand in his dealings with clients

and establish greater outside control over the activities
of the profession.

-6The proposals of this latter group would be
difficult for the profession to support without, at least,

concomitant reasonable limitation on accountants’ legal
liability — the price of such limitation could be loss

of a part of the profession’s properly valued privilege

of self-regulation.

The committee notes also that such

advocates of restructure through legislation have not
addressed thoroughly the question as to whether it can

be reasonably expected that a relatively small number of

outside regulators are qualified to accomplish tasks of
regulation and standards setting upon which the resources
of the entire profession are presently brought to bear.
The profession could respond to these challenges

by coming forward with its own proposal for restructure

through legislation, as some have done.
proposal must meet two critical tests:

But any such

it must be seen

to address the criticisms of the profession and offer a
reasonable response, and it must have good chance of being
adopted in the form in which submitted.

The committee recognizes that in legislative
action the initiative rests with the proponent — defining

the issues, the initial drafting, marshalling the profession’s
resources in an active rather than reactive role, and carry
ing the offense rather than the defense.

However, even with all the challenges on the
horizon, there is no certainty that pervasive legislative

action will be proposed by the critics at this time or in
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the near future.

Therefore, moving for legislation would

be an admission by the profession that more or different
regulation is needed (an implication that it cannot succeed
in its task of

self-regulation) and that only radical

restructuring through legislation will provide a solution.
Even if additional legislative regulation is ultimately

inevitable, the profession will have simply precipitated
the event. It would be preferable for the profession now,

and in a statesmanlike and convincing manner, to clearly
support the historic concept of self-regulation and adopt
a firm commitment to make self-regulation more effective

through implementation of the proposals contained in this
report.
Finally, any suggestion toward nationalization
of the profession is an abandonment of the profession’s

longstanding posture of the rights of individual states
to regulate the profession as it is conducted within state

boundaries — a departure that should not be lightly under

taken.

The existing method of regulation by states

provides for monitoring of the profession by those closer
to the specific needs of constituents than would be the case

if the profession were to be nationalized.

Further, the

present system has enabled boards to innovate with regula
tion in a way that would be impossible on a national scale
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— and the result has been a constant raising of practice
and regulatory standards.

Finally, the committee believes

that states which jealously guard their constitutional
prerogatives from federal encroachment would mount a

substantial political campaign against nationalization and
their attempt to retain whatever vestige of authority they

have in this field would result in unnecessary duplication.
The committee therefore concludes that the
profession should not move at the present time for federal

legislation, although it is recognized that legislation

might be generated by forces beyond the profession’s control.

While some might challenge this conclusion as not being in
step with the prevailing mood of the broadly based consumer
forces in the nation, we believe that the current environment

in Washington is shaped by a reaction to events such as
Watergate and disclosure of corporate misbehavior which

are different from the accounting profession’s problems.
But that mood almost guarantees that enactment of legislation
in the form the profession would want will not be forthcoming.

Accordingly, our best efforts should be directed at being

responsive, and urging the best interests of the profession

and the public, with respect to any proposed legislation
rather than attempting to develop and produce a model program.

Although not recommending that we take the

initiative in seeking federal legislation, the committee
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believes that the profession should do everything in its
power to communicate effectively with the Congress and

regulatory agencies so as to achieve a better understanding

of the profession’s objectives, functions and responsibilities.
The committee approves of recent steps taken to strengthen
the AICPA Washington office and endorses the broadening

of the key man program designed to carry the profession’s
message to state and national officeholders.

If the profession adopts and implements vigorously
as an urgent objective the education of governmental leaders
with regard to critical problems facing the professional

and business community, and evidences an intensified concern
and resolve to regulate Itself, the profession will have

acted responsibly.
RESPONSE TO SPECIFIC LEGISLATIVE PROPOSALS
The committee was appointed as a result of

discussion on the floor of Council of the proposal by Eli
Mason to restructure the profession through legislation and,

although the committee’s charge was broader than the evaluation
of that proposal, the wide attention it received in the pro

fession suggests that it be specifically treated in this
report.

The profession is in Mr. Mason’s debt for his

substantial contribution in focusing the profession’s
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attention on the matters which are the subject of this
report by developing and offering for discussion a
stimulating, provocative proposal.
Mr. Mason’s proposal lists as objectives to be

accomplished through legislation, national unification in
the following areas:

•

Eligibility and examination require
ments to become a CPA.

•

Licensing requirements to practice
as an independent CPA.

•

Rules of professional conduct and

disciplinary procedures to enforce
them.
•

Auditing standards and procedures.

•

Accounting principles.

While all of the above are desirable objectives,

as indicated previously, in our opinion, the first two do
not offer sufficient basis to warrant major restructure
through legislation.

As to the third, the committee has

identified substantial uniformity in the statement of the

profession ’s rules of professional conduct by the Institute,

by state CPA societies and by state boards of accountancy.
Further, the Institute’s proposal for close coordination
with respect to state society and AICPA efforts to investigate

alleged violations of ethical rules, and coordination of
interpretations of those rules, has achieved substantial

success.

The Joint Trial Board proposal which integrates

-li
the trial boards of the societies and the Institute is
now in place and the committee does not feel that any

additional restructuring in this area is necessary to
achieve the objectives stated.

The fourth objective relates to auditing

standards and procedures, and the fifth to accounting

principles.

Under Mr. Mason’s proposal the Financial

Accounting Standards Board would be eliminated and its
authority and that of the Securities and Exchange Com-

mission to establish accounting principles would be

transferred to a Federally chartered U.S. Institute as

contemplated in the proposal.

Much, perhaps most, of

the authority of the existing state boards of accountancy

would be eliminated or duplicated, and it is possible that
such boards would no longer need to exist.

The committee

does not feel that achievement of reasonable objectives

calls for such radical reordering.

Further, there is a

serious question whether any prerogatives of regulation

and standards setting could be transferred from an existing
entity to another without strong resistance and political

reaction.

While the methods by which these standards and

procedures are presently established are not perfect, what

imperfections there are can be remedied by modifying the

method of establishing standards if necessary.
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Present standards result from conscientious work
by dedicated and talented professionals and are subject to
extensive exposure before adoption, and significant progress

has been made through this medium.
Criticism from outside the profession often takes
the form of challenges to the effectiveness of such standards,

but these challenges cannot be resolved simply by restructure.

Another challenge to existing standards is the degree to
which they should apply to members and firms in practice,

and their relation to the needs of the client or the public.

The committee believes that such criticism of standards in
the auditing and accounting field is not with respect to

their content or their formulation as much as to the scope

of their application.

Intensive attention is being given

to this issue by at least two special committees — GAAP

for small business and the subcommittee on accounting and
review services (unaudited statements).

If the committee’s analysis is correct, a great

deal can be done to reorder the thrust of the application

of auditing, accounting and disclosure of standards within
the existing structure and without the necessity of submitting

to a legislative proposal.

Any legislative proposal is almost

sure to be modified substantially in the legislative process
and therefore not likely to meet the profession’s needs as
the committee perceives them.
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The committee considered several other proposals

for nationalizing or federalizing the profession through
legislation, but again concluded that the objectives it

identified could be met without legislation.

RESTRUCTURE WITHOUT LEGISLATION
In its deliberations, the committee recognized

the great diversity of functions performed by CPAs and
their firms, and of their clients’ needs as well.

The

Institute is made up of CPAs in practice, government and
industry and in education, and each constituency has diverse
as well as common interests that should be served by the

Institute.

The committee directed its attention to the

practicing segment of the profession since the criticisms
that have been leveled at the profession have been directed

at the practicing segment and the response to those criticisms
need involve only that segment.

There is a diversity of

Interests within the practicing profession that results in
a duality of practice arising from the differing needs of

clients and the use to which their financial statements are

put.

This duality has been variously described as big firm

small firm, public-closely held client and national-^local

firm or local client.
In any event, there is a feeling among each

component of the practicing profession that the Institute
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serves better the interests of the other practicing
components.

The Institute should, in fact, be serving

the needs of each practicing component of the profession.
To a greater extent than previously, the Institute is

doing this, but there is still need for improvement.

The

committee believes that the recognition of the duality of

practice could provide appropriate organization and
structure to fulfill the needs of the clients of each

component.
As noted, the committee has Identified two

distinct types of clients served by practitioners — the
publicly traded companies and all other clients.

Many

clients are closely held and reporting requirements
designed to protect public investors are often seen as
an unnecessary burden.
On the other hand, special requirements of

reporting have been developed with respect to publicly
traded companies because ownership is often remote from

management and the independent audit offers an objective
review on behalf of the owners.

The individual investor

in publicly held companies is protected by the securities
laws as administered by the SEC.

This is appropriate because

such ownership is Interstate in nature and widely spread

geographically.

The SEC has been the most visible regulator

of the profession on the national scene since it has by
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statute certain regulatory responsibility for publicly held
companies.

Any change in this regulatory structure would

require legislation.

Therefore, the committee gave consid

erable attention to what could be done within the profession

to improve service to this large and important segment of
the business community without modification of the existing
legislatively established regulatory structure.
In doing so, the committee recognized that public

accounting services, whether to large or small clients, are
performed typically by firms, and concluded that greater

recognition must be given within the structure of the

profession to the firm as an entity.
The profession practices largely as firms, and

they vary in size from very small to very large.

likewise run the whole range of sizes.

Clients

Yet professional

standards and procedures are written to apply to all firms
and clients without regard to size or need.

The wide

diversity in the size and needs of clients served by the
profession can be more effectively met through the proposed

recognition of firms, and recognition that special programs
to serve the needs of these firms can be effectively mounted.

The committee feels that the Institute should mount more
formal programs for technical assistance to local practi

tioners who do not have the resources to do for themselves
what larger practice units can.
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In saying this, the committee is mindful of the
considerable efforts now being made.

The establishment of

advisory committees was a giant step forward.

The conduct

of member forums and local practitioners' meetings has done

a great deal to make local practitioners better informed.

The publication of the MAP Handbook, the conducting of na
tional conferences and the issuance of Technical Practice

Aids have given local firms professional tools never before

available.

And the study being given to GAAP for small

business and the unaudited statements issue offers hope

that the profession's services will be geared more closely
to client needs.

To carry these achievements forward, the committee
believes that a high level staff position should be created

and filled by a member from practice having a close

familiarity with the problems of the local practitioner.

He would receive input from them and make proposals on
modification of existing efforts and identification of

new programs.

He would act, in a word, as their ombudsman.

Similarly, the Interests of larger firms and their
clients are met as never before by development of the

Quality Control Review Program for Firms with SEC Practices
and other such programs, and by the vehicle provided by the
Institute for contact with agencies of the Federal Govern
ment impacting on their national clients.

-17And of course, many AICPA programs serve the needs
and interests of all.

We propose creation of a body within the framework
of the Institute — its characterization as a section or

division or whatever is not vital — to which firms repre
sented in the Institute membership could subscribe.

The

purpose of this body would be to improve the regulation

of firms subscribing to it so as to improve the quality
of service performed by firms for their clients.
Subscribing firms would be required to conform to

national standards of continuing education requirements
for firm personnel, periodic quality control reviews, and
ethical and technical standards specifically applicable

to firms.

Subscribing firms would thus adopt national

standards, and departures from the adopted firm standards

would give rise to enforcement procedures against the firms.

Alleged violations of standards' applying to individual
members of the Institute would continue to be subject to

actions under the profession’s enforcement procedures.

It

is recognized that implementation of the proposal would be
costly and subscribers would be expected to cover such costs
without resort to general Institute funds.

In proposing recognition of firms, the committee

is not suggesting a radical departure for a professional
organization, since firms are already recognized in several
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some states require registration of firms; the AZCPA

has been a leader in developing quality and administrative

reviews of smaller firms; its practice review committee has
offered critiques of work done by firms and the advisory
committees A, B and C have been formed to represent firms

of varying sizes.

With the adoption by Council of the Proposed Plan

of Quality Control Review for Firms having an SEC Practice,
the profession has already taken a significant step toward
the recognition of firms.

Although the plan as adopted is

voluntary, it is most likely that eventually all firms will
participate in quality control programs.

In the committee’s

view,such programs will become de facto mandatory.

The

standards for quality control programs for firms, and for
the review of such programs, have not yet been established.

Assuming that acceptable standards are developed and that
experience with their implementation over the next 1 to 3

years is successful, the committee is of the opinion that
such programs should then be made mandatory.

With respect to continuing professional education,
the Institute is already on record as favoring mandatory

CPE, and it is our understanding that, in those states which
have adopted voluntary programs, there is substantial pressure

to make such programs mandatory.

It is the committee’s firm

-19belief that CPE should be mandatory for all CPAs and can
be made mandatory for the personnel of firms aspiring to
formal recognition by the Institute.

With respect to ethical and technical standards,
the committee believes a structure should be developed to

deal with activities of firms as distinguished from the

actions of individuals within those firms.

In making these proposals, the committee is
aware that study is being given by special committees
appointed for that purpose to problems particular to service
to local clients -- those of the application of GAAP for
small business and the question of accounting and review
It may be that firms with local clients would

services.

not feel the need for firm recognition with its attendant

greater disciplines.

It may be that their greatest needs

will be seen to be met when the aforementioned special

committees report.
•

Or it may be that when those committees

have 'reported, it will flow naturally from adoption of
their reports that standards will be designed to relate

more closely to client needs.

In any event, the need exists

to move forward now with recognition and regulation of firms.
CONCLUSION
The committee believes that its conclusions that

1) the Institute not initiate legislation at this time
and 2) additional emphasis be given to the recognition of
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firms constitute the most appropriate response to its
However, the committee kept constantly in mind

charge.

that a great deal of work is currently in process that
deals directly on the nature and structure of the profes
sion.

The Cohen Commission on Auditors’ Responsibilities

is a substantial effort in terms of time and financial
resources, which aims directly at identifying the public’s

perception of the profession.

The committees working on

the application of GAAP for small business and the

accounting and review services function are well into

their projects and their conclusions would almost certainly

impact on any additional recommendations which we might
make at this time.

In addition, the question of specializa

tion is being studied intensively by a committee appointed
for that sole purpose, and a proposal for the establishment

of general standards of practice for all segments of the
profession is currently under way.

We believe that our

proposal for recognition of firms offers an opportunity for

the profession to take steps, or at least to develop further
the thinking required to implement such a proposal, in

advance of the reports of the other committees working in

the area.

We are proposing only the concept for consideration
by the Board.

The details — financing, eligibility, program

and the like we leave to an implementing committee if the

Board accepts the concept.

Submitted June 30, 1976
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APPENDIX A

AICPA COMMITTEES AND TASK FORCES PRESENTLY
DIRECTING ATTENTION TO THE OBJECTIVES
CITED BY THE COMMITTEE

Task Forces
Communications with Federal Government

Conceptual Framework for Accounting and Reporting

Disclosure in Interim Financial Statements
Preferability of Accounting Standards
Pro-forma Financial Information

Committees
Accountants' Legal Liability

Professional Liability Insurance Plan
Accounting Standards Executive Committee

Advisory Committees A, B and C
Auditing Standards Executive Committee

Accounting and Review Services Subcommittee

Board of Directors
Planning and Finance

Board on Standards for Programs and Schools of Professional
Accounting
GAAP for Small and/or Closely Held Business

General Standards Special Committee
Joint Trial Board

Local Firm Quality Review
Management of an Accounting Practice

Practice Review
Professional Ethics
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Committees

- cont.

Self-Regulation Special Committee

Specialization Special Committee
State Legislation Committee

Relations with State Society Executive Committee

Commission on Auditors’ Responsibilities

APPENDIX B

Charge to the Commission
on Auditors’
Responsibilities
Issued by the Board of Directors of the
American Institute of Certified Public Accountants

A Study of the Responsibilities of Independent Auditors
In the broadest sense, the function of independent auditors is to en
hance the reliability of information used in financial decisions of a wide
range of individuals and organizations. This role is an important aspect of
the process of efficient allocation of resources in the economy. Therefore, it
is vital to the economy that users of information have confidence in auditors.
Such confidence is dependent on a mutual understanding as to the appro
priate responsibilities of auditors and a belief by users that such responsi
bilities are being fulfilled.
In view of the growing demands by investors, creditors, management,
government, and the general public for auditors to assume a wider scope of
responsibility, the American Institute of Certified Public Accountants has
concluded that a full-scale study should be made of the future function of
independent auditors.
The main purpose of the study is to develop conclusions and recom
mendations regarding the appropriate responsibilities of independent audi
tors. It should consider whether a gap may exist between what the public
expects or needs and what auditors' can and should reasonably expect to
accomplish. If such a gap does exist, it needs to be explored to determine
how the disparity can be resolved.
Some of the specific questions being asked by the public are, What
responsibility should an auditor have for detecting fraud? Should auditors
monitor all financial information released to the public and if so, what
should be the extent of their responsibilities? Should the auditor’s standard
report, particularly the phrase “present fairly,” be changed to express better
the responsibilities of auditors? What mechanisms should be adopted to
strengthen the function of auditors? Is the mechanism for developing audit-
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ing standards adequate? What should the profession do to reduce the risks
of misunderstanding about its role?
In considering such questions, the study should recognize that the re
sponsibilities of auditors may be constrained by the nature of the informa
tion presented, the evidence that exists to support that information, the
effectiveness of the methods of acquiring that evidence, and the costs of
collecting and analyzing the information. In developing the feasible respon
sibilities of auditors, responsibilities should not be confused with results.
Recognizing a responsibility does not necessarily imply infallibility in exe
cution.
The study should obtain the views of as many interested and knowledge
able parties as is possible and should assure that the views obtained are
representative of users and providers of independent audits as well as pro
viders of financial information. One or more public hearings should be
held. A public record should be maintained of significant proceedings of
the study and of comments received.
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